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and uncertainty wrrounding government legislation of Internet gambling which Liberty believes the 
market perceives as potentially impacting FUN's skill gaming business. In connection with 11s 
annual evaluation of the recoverability of FUN's goodwill, Liberty rcceivcd a third-party valuation, 
which indicated that the carrying value of FUN'S goodwill exceeded its market value. Accordingly, 
Liberty recognized a $111 million impairment charge related to goodwill. 

(4) Other activjty for QVC represents Liberty's acquisition of shares of OVC common stock held by 
emplnyees and officers of QVC. Amounts recorded as goodwill represent the difference between 
the pricc paid for such minority interest and the canying amount of the minority interest less 
amounts allocated to other intangible assets. 

Intonpble Assen Suh~cct ro Amortization 

Intangible assets subject to amortization are comprised of the following: 

__ Decamber 31,2006 December 31, u)o5 - 

(anouols in millions) 
Distribution rights . . . . . . . . . . . . . . . . . . .  $2,699 (981) 1,718 2,628 (788) 1,840 
Customer relationships . . . . . . . . . . . . . . . . . . .  2,545 (581) 1,964 2,356 (393) 1,963 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  699 (471) 2 __543 (371) 172 
Total 

-~ ~ ~- 
. . . . . . . . . . . . . .  . . . .  $5,943 (2,033) 3,910 5,527 (1,552) 3,975 _ _ _ _ -  - - -  ~~ - 

Amortization of intangible assets with finite useful lives was $463 million, $453 million and 
$456 million for the years ended December 31, 2006, 2005 and 2004, respectively. Based on its 
amortizable intangihle assets as of December 31, 2006, Liberty expects that amortization expense will 
hc as follows for the next five years (amounts in millions): 

2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $462 
2008 . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . .  $430 

. . . . . . . . . . . . .  . . . . . . . . . . . .  $389 
. . . . . . . . .  . . . . . . . . . . . .  $363 

201 1 . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . .  $352 

Impainnenr of Long-lived Assers 

Statenlent 144 requires that the Company periodically review the carrying amounts of its property 
and equipmcnt and its intangihlc assets (other than goodwill) to determine whether current events or 
circumstances indicate that such cartying amountS may not be recoverable. If the carrying amount of 
the asset is greater than the expected undiscounted cash flows to be generated by such asset, an 
impairment adjustment is to he recognized. Such adjustment is measured by the amount that the 
carrying value of such assets exceeds their fair value. The Company generally measum fair value by 
urnsidering salc priccs for similai assets or by discounting estimated future cash flows using an 
appropriate discount rate. Considerable management judgment is necessaly to estimate the fair value of 
asets.  Accordingly, actual results could vary significantly from such estimates. Assets to he disposed of 
are carried at the lower of their financial statement carrying amvunt or lair value less costs to sell. 
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Minorio lmercslr 

Rcrognition of minority interests’ share of losses vi subsidiaries is generally limited to the amount 
of such minority interests’ allocable portion of the common equity of thme subsidiaries. Further, the 
minority interests’ share of losses is not recognized if the minority holders of common equity of 
subsidiarics have the right to canse the Cnmpany to repurchase such holders’ common equity. 

Foreign Curremy ~annsloiion 

The functional currency of the Company is the United States (“U.S.”) dollar. The functional 
currency uf the Company’s foreign operations generally is the applicable local currency for each foreign 
subsidiary. Assets and liabilities of foreign subsidiaries are translated at the spot rate in effect at the 
applicable reporting date, and the consolidated statements of operations are translated at the average 
exchange rates in effect during the applicable period. The resulting unrealized cumulative translation 
adjustment, net of applicable income taxes, is recorded as a component of accumulated other 
comprehenrive earnings in stockholders’ equity 

?tansactions denominated in currencies other than the functional currency are recorded based on 
erchange rates at the time such transactions arise. Subsequent changes in exchange r a t a  result in 
transaction gains and losscs which are reflected in the accompanying consolidated statements of 
vperations and comprchensive earnings as unrealized (based on the applicable period-end exchange 
rate) or realized upon settlement of the transactions. 

Revenue Recognilion 

Revenue is recognized as follows: 

- Revenue from retail sales is recognized at the timc of shipment to customers An allowance for 
returned merchandise is provided as a percentage of sales based on historical experience. The 
total reduction in salcs duc to returns for the years ended December 31, 2006, 2005 and 2004 
aggregated $1,554 million, $1,375 million and $1,165 million, respectively. 

pursuant to affiliation agreements. 

Revenue from sales and licensing of software and related service and maintenancc is recognized 
pursuant 10 Statement of Position No. 97-2, ‘‘Sufnvrrre Revenue Recognition.” For multiple 
clement contracts with vendor specific objective evidence, the Company recognizes revenue for 
cach specific element when the carnings process is complete. If vendor specific objective 
evidence does not exist, revenue is dcferred and recognized on a straight-line basis over the 
remaining term of the maintenance period after aU other elements have been delivered. 

Revenue rclating to proprietary films is recognizcd in accordance with Statcmcnt of Position 
(SOP) 00-02, Accounirng by Producers or Dlstnbuiurs of Films Kevenue from the theatrical 
release of feature films is recognized at the time of exhibition based on the Company’s 
participation in  box oflice receipts. Revenue from television licensing is recognized when the 
film or program is complete in accordance with the terms of the arrangement, the license period 
has begun and is available for telecast or exploitation. 

- Programming revenue is recognized in the period during which programming is provided, 
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Cos( o/Saks 

Cost of sales primarily includes actual product cost, provision for obsolete inventory, buying 
allowances received from suppliers. shipping and handling costs and warehoure cos&. 

Advertising Costs 

Advertising costs generally are expenscd as incurred. Advertising expense aggregated $112 million, 
$45 million and $47 million for the years ended December 31. 2006, 2005 and 2004, respectively. 
Co-operalive marketing costs are recognized as advertising expense to the extent an identifiable benefit 
is received and fair value of the benefit can he reasonably measured. Othenvise; such costs are 
recorded as a reduction of revenuc. 

Sfock-BOsed Compensation 

FASB Sruremenf l23R 

As more fully described in  notc 13. the Company has granted to its employees and employces of 
its subsidiaries options, stock appreciation rights (“SARs”) and options with tandem SARs to purchase 
shares of Liberty common stock (collectively, “‘Awards”). I n  addition, QVC had granted combination 
stock optionsiSARs (”QVC Awards”) to ccrtain of its employees. In December 2004, the Financial 
Accounting Standards Board (“FASB’) issued Statement of Financial Accounting Standards No. 123 
(revised X W ) ,  “Share-Based Paymenr” (“Statement 123R’)). Statement 123R, which is a revision of 
Slalement of Financial Accounting Standards No. 123, “Accounting for Stock-Bascd Cornpensarion” 
(“Statement 123”) and supersedes Accounting Principles Board Opinion No. 25, “Accounting for Srock 
Issued to E m p l ~ s ’ ‘  (‘APB Opinion No. 25”), establishes standards for the accounting for transactions 
in which an eritity exchanges its equity instruments for goods or services, primarily focusing on 
transactions in which an entity obtains employee services. Statement 123R generally requires companies 
to measure the cost of employee services received in exchange for an award of equity instruments (such 
a s  stuck options and restricted stock) based on the grant-date fair value of the award, and to recognize 
that cost over the period during which the employee is required lo provide service (usually the vesting 
pcriod of the award). Statcmcnt 123R also requires companies to measurc the cost of rmployee 
sewices received in cxchange for an award of liability instruments (such as stock appreciation rights 
that will he settled in cash) based on the current fair value of the award, and to remeasure the fair 
Value of the award at  each reporting date. 

The provisions of Statemcnt 123R allow companies to adopt the standard iising the modified 
prospective method or to restate all periods for which Statement 123 was cffective. Liberty has adoplcd 
Statement 123R using thc modified prospective methnd. 

The Company adopted Statemcnt 123R effective Januaiy 1, 2006. In  connection with such 
adoption, thc Company recorded an OR9 million transition adjustment, which is net of related income 
taxes of $31 million. Under Statement 123R. the QVC Awards were required 10 he bifurcated into a 
liability award and an equity award. Previously, under APB Opinion No. 25, no liability was recorded. 
The transition adpstment primarily represen& the fair value of the liability portion of the QVC Awards 
at January I ,  2006. The transition adjustment is reflected in the accompanying consolidated statement 
01 nperations as the cumulative effect of accounting change. Also, in connection with the adoption of 
Statcment 123R. thc. Company has climinated its unearned cornpcnsation balance as of January 1, 2004 
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of $98 million againsl additional paid-in capital. Compensation expense related to restricted shares 
granted to certain officers and employecs of the Company continua to be recorded as such stock vests. 

Included in selling, general and administrative expenses in the accompanying consolidated 
statements of operations are the following amounts of stock-based compensation (amounts in millions): 

Years ended: 
December 31, 2006 . . .  . . . . . . . . . . . .  $67 
December 31,2005. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $52 
December 3 1,2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $98 

As of December 31, 2006, the total unrecognized compensation cost related to unvested Liberty 

. . . . . . . . . . . . . . . .  

equity awards was approximately $59 million. Such amount will he recognized in the Company’s 
mnstilidated statements of operations over a weighted average period of approximately 2 years. 

Pro Formu Disclosure 

Prior to adoption of Statement 123R, the Company accounted for compensation expense related to 
its Awards pursuant to the recognition and measurement provisions of APB Opinion No. 25. MI of the 
Company’s Awards were accounted for as variable plan awards, and compensation was recognized 
based upon the percentage of the options that were vested and the intrinsic value of the options at the 
balancc sheet date. The Company accounted for QVC Awards using fixed-plan accounting. The 
following table illustrates thc effect on earnings from continuing operations and c a n i n g  per share for 
the years ended December 31, 2005 and 2004 as if the Company had applied the fair value recognition 
provisions of Statement 123 to its options. Compensation expense for SARs and options with tandem 
SARs was the Same under APB Opinion No. 25 and Statement 123. Accordingly, no pro forma 
adjustment for such Awards is included in the following table. 

Years ended 
December 31, 
zoo5 zow 
Im.un1S in 

millions, 
except pw 

share 
amwncr) 

-~ 

Fxnings (loss) from continuing operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Add stock compensation as determined under the intrinsic value method, net of taxes . 
Deduct stock compensation as determined under the fair value method, net of taxes . . 

Pro forma earnings (loss) from continuing operations . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Basic and diluted earnings (loss) from continuing operations per share: 

2 2 
(42) (41) 

66 
- 
$ (83) - ~- _ -  

Asreporled . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Impact of Spin Off Tronsoctiom 

In cunnection with the spin off of Liberty subsidiaries Liberty Media International (“IhlI”)  and 
Discovery Holding Company (“DHC”) in 2004 and 2005, respectively, certain employees of Liberty 
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received LMI and DHC options. Liberty records compensation expense related to these awards based 
(in the grant date fair value over the remaining vesting period. 

Income Tares 

Thc Cumpany accounts for income taxes using the asset and liability method. Deferred tax assets 
and liabilities are recognized for  the future tax consequences attributable lo differences between the 
financial statement carrying value amounts and income tax bases of assets and liabilities and the 
expected bcncfits of utilizing net operating loss and tax credit carqfomards. Thedeferred tax assets 
and liabilities are calculated using enacted tax rates in effcct for each taxing jurisdiction in which the 
company operates for the ycar in which those temporary differences are expected to be recovered or 
settled. Net deferred tax assets are then reduced by a valuation allowance if the Company believes it 
more-likely-than-not such net deferred tax assets will not be realized. The effect on deferred tax assets 
and liabilities of an enacted change in tax rates is recognized in income in the prriod that includes the 
enactment date. 

Earnings (Loss) Per Common Share 

Basic earnings (loss) per common share (“EPS”) is computed by dividing net earnings (loss) by the 
weighted average number of common shares outstanding for the period. Diluted EF’S presents the 
dilutive effect on a per share hasis of potential common shares as if they had been converted at the 
heginning of the periods presented. 

Lib?* Serie.s A and Series R Common Srock 

The hasic EPS calculaliiin is based on 2,803 million weighted average outstanding shares of Liberty 
cummon stock for the period from January 1, 2006 to May 10, 2006, and 2,795 million and 
2,856 million weighted averagc shares outstanding for the years ended December 31, 2005 and 2004, 
respectively. Thc diluted EPS calculation for the period from January 1, 2006 to May 10, 2006 and for 
the year ended Decemhcr 31, 21104 includes 5 million and 14 million dilutive securities, respectively. 
However. due to the relative insignificance (if these dilutive securities, their inclusion does not impacl 
the EPS amount as rcportcd in thc accompanying consolidated statements of operations. 

to May I O ,  2(X)h was a loss 01 $0.(13. 
l h c  cumulative effect of accounting change per common share fnr thc period from January 1, 2006 

Earnings (loss) from discontinucd operations per common share is as fallows: 

January 1, 2006 10 May 10, 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ - 
Year ended Dccciiiber 31. 2005 . . . . . .  . . . . . . . . . . . . .  $ -  
Year endcd December 31, 2004 . . . . . . . . . . . . . .  . . .  $(.02) 

Ltber?y Cupual Common Stock 

Libcrty Capital EPS for the period from the Restructuring to Deemher 31, XU6 was computed by 
dividing the net carnings attributable to the Capital Group by the weighted average outstanding shares 
of Liberty Capital common stock for the period (140 million). Due to the relative insignificance of the 
dilutive securities for such period, their inclusion does not impact the EPS amount. Excluded from 

11-53 

LMC.I.D.IKJ(IO22 1 

- . . . . . . . .  , - . . . . . . . . . . . .  . .  _ .  .. ..... -~ .. ~~II-. 

. 1 . ~ ~  



LIBERTY MEDIA CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
December 31,2006,2005 and 2004 

diluted EPS for the period from the Restructuring to December 31, 2006 arc approximately 3 million 
potential common shares because their inclusion would be anti-dilutivc. 

December 31, 2006 is $1.62. 
Earnings from discontinued operations per common share for the period from the Restructuring to 

Iibpriy Inlrrurtiw Common Smck 

Liberty Interactive EPS for the period from the Restnicturing to December 31, 2006 was computed 
hy dividing the net earnings attributable to the Interactive Group by the weighted average outstanding 
shares of Liberty Interactive common stock for the period (670 million). Due to the relative 
insignificance of the dilutivc securities for such period, their inclusion does not impact the EPS amount 
Excluded from diluted EPS for the period from the Restructuring to December 31, 2006 are 
approximately 13 million potential common shares because their inclusion would be anti-dilutive. 

R e c ~ f i n l i o n s  

Certain prior period amounts have heen reclassified for comparability with the 2006 presentation. 

Es li mn f e s 

The preparation of financial statements in conformity with US.  generally accepted accounting 
principles (''CAAP") requires managemenl to make estimates and assumptions that affect the reported 
aniounts of assets and liabilities at the date of the finaiicial statementS and the reported amounts of 
revenue and expenscs during thc reporting period. Actual results could differ from those estimates. 
Libcrty considers (i) the estimate of the fair value of its long-lived asseh (including goodwill) and any 
resulting impairment charges, (ii) its accounting for income taxes, ( iu)  the fair value of I& derivative 
insuuments, (iv) its asscssment of nontemporaly declines in value of its investments and (v) its 
estimates of retail related adjustments and allowances to he its most significant cstimates. 

thc decision making process or business management practices of thcse affiliates. Accordingly, Liberty 
l e k s  on managemtnt of these affiliates to provide it with accurate financial information prepared in 
accordance with GAAP that Liberty uses in the application of the equity method. In addition, Liberly 
rclics on audit rcports that are provided by the affiliates' independent auditors on the financial 
stalenienls of such affiliates. l h c  Company IS not aware, however, of any errors in or possible 
misstatements of the financial information provided by its equity affiliates that would have a material 
effect un Liberty's consolidated financial statements. 

Liberty holds investments that are accounted for using the equity method. Liberty does not control 

Rerem Accouming Pronouncements 

fn February 2006, the FASB issued Statement of Financial Accounting Standards No. 155, 
"Accountmgfor Certain Hybrid Financial Instruments, an amendment of FASB Stalemenrr No. 133 and 
140" ("Statement 155"). Statement 155, among other things, amends Statement 133 and permits fair 
value remeasurement of hybrid financial instruments that contain an embedded derivative that 
rrthmrwisc wuuld require bifurcation. Statement 155 i s  effective after the beginning of an entity's first 
fiscal year that begins after September 15, 2006. The Company intends to adopt the provisions of 
Statement 155 effective January 1. 2W7 and account for its senior exchangeable debentures at fair 
value rather than hifurcating such debcnturcs into a debt instrument and a derivative instrument as 
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required by Statement 133. If the Company had adopted Statement 155 as of December 31, W06, i t  
would have recorded an increase lo long-term debt of $1.9 billion, a decrease to long-term derivative 
instruments of $1.3 billion and an increase to accumulated deficit of $600 million. 

In June 2006, the FASB issucd FASB Interpretation No. 48, '%counting for Uncertamty in lncorne 
Tues, on interpretation of FASB Statement No. I@'' ("FIN 4 8 ) .  FIN 48 clarifies the accounting for 
uncertainty in income taxes remgnized in a company's financial statements, and prescribes a 
iecognition threshold and measurement attrihute for the financial statement recognition and 
mcasurement of a tax position taken or expected to be taken in a t a rx tu rn .  FIN 48 is effective for 
fiscal years beginning after December 15, 2W6. While the Company has not completed its evaluation of 
the impact of FIN 48 on its financial statements, it believes that the application of FIN 48 will result in 
the derccognition of ccttain tax liabilities currently reflected in the Company's consolidated balance 
sheet with a corresponding decrease to the Company's accumulated deficit. The Company is unable to 
quantify the amount of these adjustments at this timc. 

In Scptember 2006, the FASB issued Statement of Financial Accounting Standards No. 157, ''FaTorr 
%lue Mensur~ments"("Statemenf 157"), which defincs fair value, cstablishes a framework for measuring 
fair value under GAAP arid expands disclosures about fair value measurements, Statement 157 applies 
to other accounting pronouncements that require or permit fair value measurements. The new guidance 
is effectivc for financial statements issued for fiscal years beginning after November 15, 2007, and for 
interim periods within those fiscal years. Liberty is currently evaluating the potential impact u l  the 
adoption of Statement 157 on its consolidated balance sheet, statements of operations and 
comprehensive earnings (loss), and statements of cash flows. 

Fair Value Option for Financial Asas and Financial Liabdities, including nn ornendrneni of FASB 
Siutvmrnr No. 115" ("Statement 159"). Statement 159 permits entities to choose to measure many 
financial instruments, such as available-for-sale securities, and certain other items at fair value and to 
recognize the changes in fair value of such instruments in the entity's statement of operations. 
Currently under Statement of Financial Accounting Standards No. 115, entities are required to 
recognize changes in fair value of available-for-sale securities in the balance sheet in accumulated other 
comprehensive earnings. Statement 159 is effective as of the beginning of an entity's fiscal year that 
hcgins aftcr November 15, 2007. Liberty is currcntly evaluating the potential impacts of Statement 159 
nn its financial statements and has not madc a dctcrmination as to which of its financial instruments. if 
any, it will choosc to appiy the provisions of Statement 15'1. 

In  k h r u a q  2007, the FASB issued Statement of Financial Accounting Standards No. 159, "The 
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(4) Supplemental Disclosures to Consolidated Statements of Cash Flows 

Cash paid for acquisitions: 
Fair value of assets acquired. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net liabilities assumed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

es . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . .  
Minority interest . . . . . . . . . . . . .  . . . . . . . . . . . . . . . .  
Exchange of cost investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Common stock issued . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Cash paid for acquisitions, net of cash acquired . . . . . . . . . . . . . . . . . .  

Years ended 
December 31. 

fM6 2cms zw4 
f a m m l a  in millions) 

$1,494 1 79 
(227) - - 

(48) - - 
(72) - 12 

(235) - - 

_ _ ~ -  

$ 876 1 91 _ _ - -  _ _ - -  
Cash paid for interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9 510 471 515 

(:ash paid for income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .$ 152 161 49 
~- - - =  
_ _ - -  
~ __ - 

(5) Discontinned Operations 

S& of openw corp. 

In October 2006, Liberty entered into an agreement with an unaffiliated third party to sell 
Liberty's controlling interest in OpenTV Corp ("OPTV") for cash consideration of $132 million. As 
part of an agrecment with O m ,  Liberty would pay up to $20 million of the cash proceeds to OPTV 
on the first anniversary of the closing, subject to the satisfaction of certain conditions. The sale was 
consummated on January 16. 2007. OPI'V was attributed to the Capital Group. 

Sale of A s c r  Entprlainmenf Group, IN. 
In Decembcr 2006, Liberty entered into an agreement with an unaffiliated third party to sell 

1.iherty.s lUl% ownership interest in Ascent Entertainment Group, Inc. (XEG")  for $332 million in 
cash and 2.05 million shares of common stock of the buyer valued at approximately $50 million. AEG's 
primary operating subsidiary is On Gimmand Curpaation. fhnsummation uI the transaction i s  subject 
to customary closing conditions, including regulatory approval, and is expected to occnr in mid-2007. 
Suhsequent to the closing, if consummated, Liberty would own approximately 9.9% of the buyer's 
outstanding common stock. AEG was attributed to the Capital Group. 

Spin Off of Discovery Holding Cumpony 

On July 21, 2005 (the "DHC Spin Off Date"), Liberty completed the spin off (the "DHC Spin 
Off") of DHC to its shareholders. The DHC Spin Off was effected as a dividend hy Liberty to holders 
uf its Series A and Series B common stock of shares of DHC Series A and Series B common stuck, 
respectively. Holders of Liberty common stock on July 15, 2005 received 0.10 of a share of DHC 
Series A common stock for each share of Liberty Series A common stock owned and 0.10 of a share of 
DHC Series B common stuck for each sharc of Liberty Series B common stock owned. The DHC Spin 
Off did not involvc the payment of any consideration by the holders of Liberty common stuck and is 
intended to qualify as a tax-free transaction. At the timc of the DHC Spin Off, DIIC's assets were 
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comprised of Liberty's 100% ownership interest in Ascent Media Group, LLC, Liberty's 50% ownership 
intcrcst in Discovcry Communications, Inc. and $200 million in cash. 

ownership, beneficial or otherwise. in the other. In connection with the DHC Spin Off, DHC and 
Liberty entered into certain agreements in order to govern certain of the ongoing relationships between 
Liherty and DHC after the DHC Spin Off and to provide for an orderly transition. These agreements 
include a Reorganization Agreement. a Facilities and Services Agreement, a Tax Sharing Agreement 
and  a Short-Term Credit Facility. 

The DHC Reorganization Agreemcnt provides for, among other things, the principal corporate 
transactions required to effect the DHC Spin Off and cross indemnities. Pursuant to the DHC Facilities 
and Services Agreement, Liberty provides DHC with office space and certain general and 
administrative semices including legal, tax, accounting, treasury, engineering and investor relations 
support. DHC reimburses Liberty foi direct, out-of-pocket expenses incurred hy Liberty in providing 
these selvices and for DHC's allocahle portion of facilities costs and costs assuciated with any shared 
selviccs or pcrsonncl. 

and local and foreign income taxes owing with respect to consolidated returns which include both 
Liberty and DHC. DHC is responsible for all other taxes with respect to returns which include DHC, 
h u t  do not include Liberty whether accruing before, on or after the DHC Spin Off. The IIHC 'Bx 
Sharing Agrecmcnt requires that DHC will not take. or fail to take, any action where such action, or 
failure to act, would he inconsistent with or prohibit the DHC Spin Off from qualifying as a tax-free 
transaction. Moreover. DHC has indemnified Liberty for any loss resulting from such action or failure 
tu act, if such actiwi or Failure to act precludes thc DHC Spin Off from qualifying as a tan-free 
transaction. 

Following the DHC Spin Off, DHC and Liberty operate independently, and neither has any stock 

Under thc DHC Tax Sharing Agreement, Libcrty geiierally is responsible for U.S. federal, state 

Spin 08 of Libeny Media Inlernafionnl, Inc. 

On June 7, 2004 (the "LMI Spin Off Date"), Liberty completed the spin off (the "MI Spin Off") 
of its whollyowned subsidiary, Liberty Mcdia Inte~national, Inc., to its shareholders. Substantially all of 
the assets and businesses of LMI were attributed to Liberty's former International Group segment. In  
connection with the L.MI Spin Off, holders of Liberty common stock on June 1, 2004 received 0.05 of a 
share of LMI Seiies A coniinoii stock for each share of Liberty Series A common stock owned and 
0.0s of a share of LMI Series B common stock for each share of Liberty Series B common stock 
owned. The LMI Spin Off is intended to qualify as a tax-free spin off. For accounting purposes, the 
LMI Spin Off is deemed ti1 have occurred on June 1, 2(W, and no gain or loss was recognized by 
Liberty in connection with the 1.M1 Spin Off due to the pro rata nature of the distribution. 

Spin Off, LMI and Liberty entered into certain agreements in order to govern certain of the ongoing 
relationships between Liberty and LMI after the LMI Spin Off and lo provide for an orderly transition. 
Thesc agreements include a Rrurganization Agreement and a Tax Sharing Agreement. 

The LMI Reorganization Agrccment provided for, among other things, the principal corporate 
transactions requircd to effect the LMI Spin Off and moss indemnities. 

Under the 1.M1 Tkx Sharing Agreement, Liherty generally is responsible for US.  federal, state and 
local and foreign income taxes nwing with respect to consolidated returns which include both Liberty 

Following the I.MI Spin Off, LMI and Liberty operate independently. In connection with the LMI 
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and LMI. LMI is responsible for all other taxes with respect to returns which include LMI, but do not 
include Liberty whether accruing before, on or after the LMI Spin Off. The LMI Tax Sharing 
Agreement requires that LMI will not take, or fail to take, any action where such action, or failure to 
act, would be inconsistent with or prohibit the LMI Spin Off from qualifying as a tax-free transaction. 
Moreover, LMl has indemnified Liberty for any loss resulting from such action or failure to act, if such 
action or failure to act precludes the LMI Spin Off from qualifying as a tax-free transaction. 

In the third quarter of ?MIS, Liberty filed its 2004 tax return and adjusted the amount of net 
npcrating loss and capital loss carryfornards allocated to LMI. Such adjustment resulted in an increase 
to Liberty’s deferred income tax liabilities and a reduction of additional paid-in capital of $28 million. 

DMX Music 

During the fourth quarter of 2004, the executive committee of the hoard of directors of Liberty 
approved a plan to dispose of Liberty’s approximate 56% ownership interest in Maxide 
Acquisition, Inc. (d/b/a DMX Music, “DMX) .  On February 14, W O S ,  DMX commenced proceedings 
under Chapter 11 of the United States Bankruptcy Code. DMX entered into an arrangement, subject 
10 the approval by the Bankruptcy Court, Iu sell substantially all of its operating asxls to an 
independent third party. On May 16, 2005, the Bankruptcy Court entered a written order approving the 
transaction, and the sale transaction was couipletcd. As a result of the DMX Banhp tcy  filing, Liberty 
deconsnlidated DMX effective December 31, 2W4. In connection with its decision to dispose of its 
ownership interest, Liberty recognired a $7.3 million impairment loss tn write d u m  the canying value 
of the net assets of DMX to their estimatcd fair value based upon the aforementioned arrangement to 
sell the aEsets. Such loss has been included in loss from discontinued operations in the accompanying 
consolidated financial statements for the year ended December 31, 2004. 

Thc consolidated financial statements and accompanying notes of Liberty have been prepared 
rrflecting O m ,  AEG, DHC, LMI and DMX as discontinued operations. Accordingly, the assets and 
liabilities, revenue, costs and expenses, and cash flows of these subsidiaries have been excluded from 
the respective captions in the accompanying consolidated balance sheets, statements of operations, 
statcmcnts uf comprehensive earnings (loss) and statements of cash flows and have been reported 
separately in such consolidated financial statements. 

which is included in earnings (loss) from discontinued operations. is as follows: 
Cerlain comhined stalement of operations information for OPTV, AEG, DHC, LMI and DMX, 

Yenm ended 
December 31, 

2006 Z D M  2004 
(nmmts in millions) 

Revenue.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9335 704 2,081 

_ - _  

Loss hefore income taxes and minority interests . . . . . . . . . . . .  . . . . .  9(3W (1) (159) 

Liberty’s tax basis in the common stock of each of OPTV and AEG as of December 31, 2006 
exceeds their respective cawing amounts reported for financial reporting purposes. As of 
December 31, 2006, Liberty has recognized a deferred tax asset of $236 million for this excess tax basis 
with an offsetting deferred tax benefit, which is included in earnings from discontinued operations in 
the accompanying consolidated statement of operations. In 2004, Liberty recognized a similar deferred 
tax benefit of $38 million related lo its tax basis in DMX and reported such benefit in its income tax 
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hcncfit for continuing opcrations for the year ended December 31, 2004. Liberty has revised its 2004 
presentation to report the deferred tax benefit for DMX as a component of loss from discontinued 
operations. 

(6) Investments in Available-lor.Sale Securities and Other Cos1 Investments 

Investments in AFS securities, which are recorded at their respective fair market values, and other 
cost investments are summarized as follows: 

Capital Group 
Newscorporation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Time Warner Inc. ( “ - l h e  Warner”)(l) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Sprint Nextel Corporation (”Sprint”)(Z) . . . . . . . . . . . . . . . . . . . . .  
Motorola, Inc. (“Motorola”)(3) . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . .  

. . .  

Other AFS equity securities(4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other AFS deht securities(5) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other cost investments and related receivables . . . . . . . . . . . . . . . . . . . . . . . . . .  

%>tal attributed Capitdl GI<IUp 
Interactive Group 

IAG‘lnterActiveCorp (“IAC”) . . . . . . . . . . . . . . .  
Other AFS securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total attributcd Intcractivc Croup 

Consolidated tiberry . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Lcss short-term investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

December 31, 
2006 2005 

(anounls in 
mllllons) 

~~ 

$11,158 8,171 
3,728 2,985 
1,651 2,162 
1,522 1,672 

R.10 YM 
135 372 
34 79 

19,058 16,405 

2,572 1,960 
- 124 

2,572 2,084 

~~ 

~~ 

~~ 

~~ 

21,630 18,489 
(8) - 

$21,622 18,489 _ _ _ _ ~  __ -- 
~ 

(1) Includes S I Y X  million and $158 million of shares pledged as collateral for share borrowing 
arrangcmcnts at Dcccmhcr 31, 2W6 and 2005, rcspcctively. 

(2) Includes $170 million and $94 million of shares pledged as collateral for share borrowing 
arrangements at December 31, 2006 and 2005, respectively. 

(3) Includes $1,068 million and $1,173 million of shares pledged as collateral for share borrowing 
arrangements at Deccmher 31, 2006 and 2005, respectively. 

(4) Includes $46 million and $156 million ol shares pledged as collateral for share borrowing 
arrangements at December 31, 2D(H and 2005, respectively. 

(5) At December 31, 2006, other AFS debt securities include $127 million of investments in third-party 
marketable debt securities held by Liberty parent and $8 million of such securities held by 
subsidiaries of Liberty At Decemher 31. 2005. such investments aggregated $372 million and zero, 
respectively. 
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News Corporalion 

In December 2006, Libcrty announced that it had entered into an exchange agreement with News 
Corporation pursuant to which, if completed, Liberty would exchange its approximate 16.2% ownership 
interest in News Corporation for a subsidiary of News Corporation, which would own News 
Corporation’s approximate 38.5% interest in The DirecTV Group, Inc., three regional sports television 
nenvorks and approximately $550 milliun in cash. Consummation of the exchange, which is subject to 
various closing conditions. including approval hy News Corporation’s shareholders, regulatory approval 
‘and receipt of a favorable ruling from the IRS confirming that the exchange is tan-free, is expected in 
mid 2007. 

In November 2004, Liberty entered into tntal return equity swaps with a financial institution with 
rcspcct to 92 million shares of Ncws Corporation voting stock (“NWS). Pursuant to the terms of the 
swap, the financial institution acquired the Y2 million shares of N W S  for Liberty’s benefit for a 
weighted average strike price of $17.48. In December 2004, Liberty elected to terminate the swaps. In 
connection with such termination, Liberty delivered 86.9 million shares of News Corporation non-voting 
stock (“NWSA”) with a fair market value of $1,608 million in exchange for the 92 millinn shares of 
NWS with a fair markct valuc of $1,749 million. Accordingly, Liberty rccognized a pre-tax gain on the 
swap transaction of SI41 million, which i5 included in realized and unrealized gains on financial 
instruments and a pre-tax gain on the exchange of NWSA for NWS of $710 million, which is included 
in gains on dispositions. At December 31, 2006, Liberty has an approximate 16.2% economic interest 
and an approximate 19.1% voting interest in News Corporation. 

lACiJnrerAcfiveCorp 

Effective August 9, 2005, IAC completed the spin-off of its subsidiary, Expedia, Inc. (“Expedia”). 
Shareholders (if IAC, including Libeity, received one share of Expedia for each share of IAC owned. 
Subsequent to the spin-off of Expedia, Liberty owned approximately 20% of the outstanding Expedia 
common stock representing a 52% voting interest. However, under existing governance arrangements, 
the Chairman of Expedia is currently entitled to vote Liberty’s shares of Expedia, subject to certain 
limitatiom. As Libei~ty has appointed two out of ten mcnibers of F.xxpedia’s board of directors, it 
accounts for this investment using the equity method of accounting. Liberty allocated its pre-spin off 
carrying value in IAC between IAC and Expedia based on the relative trading prices of IAC and 
Expedia. Unrealized holding gains included in the carrying value allocated to Expedia were reversed as 
part of this allocation. 

At December 31, 2006, Liberty owns approximately 24% of IAC common stock representing an 
approximatc 57% voting interest. However, under existing governance arrangements, the Chairman of 
IAC IS currently entitled tu vutr Liberty’s sharrs, and due to the fact that Liberty has rights to appoint 
only two of thirteen members to the IAC board of directors, Liberty’s ability to exert significant 
influence over IAC is limited at this lime. Accurdingly, Liberty acmunts for this investment as an AFS 
security. 

Nonternporary &lines in Fair Value of Investments 

During the years endcd December 31, 2006, 2005 and 2004, Liberty determined that certain of its 
N S  securilies (including News Corporation in ZOOS) and cost investments experienced nontemporary 
declines in value. The primary factors considered by Liberty in determining the timing of the 
recognition fur the majority of these impairments was the length of time the investments traded below 
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Liberty's cost hascs and the lack of near-term prospects for recovely in the stock prices. As a result, 
the carrying amounts of such investments were adjusted to their respective fair values based primarily 
on quoted market prices at the balance sheet date. These adjustments are reflected as nontcmporary 
declines in fair value of investments in the consolidated statements of operations. The amount of 
nontemporary decline recognized for LibertyP News Corporation voting shares in 2005 was 
$352 million. 

Unrealized Holdings Gains and Losses 

Unrealized holding gains and losses related to investments In AFS securities are summarized 
helow. 

lamouts in millianr) 
Gross unrealized holding gains . . . . . . . . . . . . . . . . . .  $9,335 - 5,459 17 
Gross unrealized holding losses $ ( 1 )  - (27) - . . . . . . . . . . . . . . . . .  

The aggregate fair value of securities with unrealized holding losses at December 31, 2006 was 
$6 million. None of these Securities had unrealized losses for more than 12 continuous months. 

(7) Financial Instruments 

?he Company's financial instruments are summarized as follows: 

' l y p  of derivative 

Assets 
Equity collars . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Put spread collars . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Less current portion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Liabilities 
Borrowed shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Exchangeable debenture call option obligations . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Put options . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Equity collars . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Less current portion 

$1,218 1,568 
133 

361 83 

1,579 1,784 
(239) (661) 

$1,340 1,123 

$1.482 1.581 
1,280 927 
- 342 

416 160 
12 16 

3,190 3,026 
(1,484) (1,939) 

$1,706 1,087 

- 

__ 

~~ 

~~ ~ _ _  

~~ 

_ _ ~  
_ _ ~  _ _ ~  
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Equity CoUnn and Puf Optwnr 

The Company has entered into equity collars, written put and call options and other financial 
instruments to manage market risk associated with its investments in certain marketable securities. 
These instruments are recorded at fair value based on option pricing models. Equity collars provide the 
Company with a put option that gives the Company the right lo require the counterparty to purchase a 
specified number of shares of the underlying xcurity at a spxified price at a spccified date in the 
future. Equity collars also provide thc counterparty with a call option that gives the counterparty the 
right to purchase the samc securities at a specified price at a specified date in the future. The put 
option and the call option generally have equal fair values at the time of origination resulting in no 
cash recripts or payments. 

Borrowed Shares 

From time to time and in connection with certain of its denvative instruments, Liberty borrows 
shares of the underlying securities from a counterparty and delivers these borrowed shares in 
settlement of maturing derivative positions. In these transactions, a similar n u m k r  of shares that are 
owned by Liberty have been posted as collateral with the counterparty. These share borrowing 
arrangements can he terminated at any time at Liberty’s option by delivering shares to the 
counterparty. The counterparty can terminate these arrangements at any time. The liability under these 
share borrowing arrangements is marked to market each reporting period with changes in value 
recorded in unrealized gains or losses in the consolidated statement of operations. The shares posted as 
collateral under these arrangements continue to be treated as AFS securities and are marked to market 
u c h  reporting period with changes in value recorded as unrealized gains or losses in other 
comprehensivc earnings. 

Erchangenbk Lkbenfure Call Oplion Obligaiions 

Liberty has issued senior exchangeable debentures which are exchangeable for the value of a 
specified numher of  shares of Sprint and Embarq Corporation common stock, Motorola mmmon stock, 
Viacum Class B and CBS Corporation Class B common stock or Time Warnrr common stock, as 
applicable. (See note 9 for a more complete description of the exchangeable debentures.) 

from thc long-term debt portion in Liberty’s consolidated balance sheets at fair value. Changes in the 
lair value of the call option obligations are rccognized as unrcdlired gains (losses) on derivative 
instruments in Liberty’s consolidated statemcnts of operations. 

Under Statemcnt 133, the call option feature of the exchangeable debentures is reported separately 
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Realized and Unrealized Gains (LOSSeS) on FiMncial Inslrwnenfs 
Realized and unrealized gains (losses) on financial instruments are comprised of changes in the 

fair value of the following: 

Exchangeable debenture call option obligations . . . . . . . . . . . . . . . . . . . . . . . .  $(353) 172 (129) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . .  (59) 311 (941) 
. . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . .  . (32) (205) (227) 

. . . . . .  . . . .  . . . . . . . . . . . .  . . . . .  2 
. . . . . . . . . . . . . . . . . . . . . . . . . . . .  165 45 11 

Put options ~ (66)  
Other derivatives . . _ _ ~  

$(279) 257 (1,284) _ _ _ _  _ _ ~  

(R) lnvestmenls in AfFilidles Accounted for Using lhe Equity Method 

Liberty has various investments accounted for using the equity method. The following table 
includes Liberty's carrying amount and percentage ownership of the more significant investmen& in 
;iffiliates at December 31, 2006 and the m r y n g  amount at December 31, 2005: 

December 31, 
zw5 

December 31, 
2006 ____ 

Percentye Carrying carrying 
amenhip amount ant-1 

~~ 

(dollar amomn(s in millions) 
~~'xpedia . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . .  21% $1,254 1,213 
GSN . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . .  50% 253 255 
Court TV . . . .  . .  . . . . . . .  NIA - 297 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  various 335 1 43 

1,908 
___ ~___  

___ - - $1,842 

Erpedw 

IAC completed the spin off of Eapedia on August 9, 2005. Accordingly, the Company recorded its 
share of earnings of Expedia kir the five months ended Decemher 31, 2035. The fair value of the 
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Cumpany's investment in Evedm was S1,452 million and $1,659 million at December 31, ux)6 and 
21lOS, respectively. Summarized unaudited financial information for Expedia is as follows. 

ConsdidrM Balancv Sheets 

Current assets . . . . . . . . . . . . . . . . . . .  
Property and equipment . . . . . . . . . . . . . .  
Gwdwill . . . . . . . . . . . . . . . . . . . . . . .  

Other assets.. . . . . . . . . . . . . . . . . . . . . .  

Total assets . . . . . . . . . . . . . . . . . . . . .  

Current liahilities . . . . . . . . . . . . . . . . . . .  
Deferred income taxes . . . . . . . . . . . . . . .  
Other liabilities . . . . . . . . . . . . . . . . . . . .  
Minority intercst . . . . . . . . . . . . . . . . . . .  
Stockholders' equity . . . . . . . . . . . . . . . . .  

Intangible assets . . .  

Total liabilities and equity . . . . . . . . . .  

Consolidated Statements of Operations 

. . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . .  . . . . .  

. . . . . . . . . . . . . .  . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . .  

Kevenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cost of *rvenur . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Gross profit . . . . .  . . . . . . . . . . . . . . . . . . . . . .  
Selling, general and ad . . . . . . . . . . . .  . . . . .  
Amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest income . . . . . . . . .  
Other incomr (expense) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Income tax expense. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . .  
Net earnings 

Dsenrber 31. 
2006 2W5 
(mounts im 

millions) 
$1,183 590 

137 91 
5,861 5,860 
1,029 1,177 

59 39 
$8,269 7,757 

$1,400 1,438 
369 369 
534 144 
62 72 

5,904 5,734 
$8,269 7,757 

~- 

~- 

~~ ~- 

~ _ _  
_ _ _  ~- 

Years rod& 
December 31. 

2006 2005 
(mounts i. 

millions) 
52,238 2,111, 

1,735 1,639 
(1,273) (1,116) 

(111) (126) 
351 397 
32 51 

~~ 

~~ (503) (480) 

~~ 

1 (33) 
~~ (139) (186) 
$ 245 229 

~~ 
~ 
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( 9 )  Lung-Terrn Debt 

Debt is summarized as follows: 

Capital Group 
Senior exchangeable debcnturcs 

4% Senior Exchangeable Debenlures due 2029 . . . . . . . . . . . . . . .  
3.75% Senior Exchangeable Debentures due 2030 . . . . . . . . . . . . .  
3.5% Senior Exchangeable Debentures due 2031 . . . . . . . . . . . . . .  
3.25% Senior Exchangeable Debentures due 2031 . . . . . . . . . . . . .  
(1.75% Senior Exchangeablc Dcbenturcs duc 2023 . . . . . . . . . . . . .  

Subsidiary dcbt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total attributed Capital Group . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. .  

Interactive Group 
Scnior notes and dcbcnturcs 

3.5% Senior Notes due 2006 . . . . . . . . .  
Floating Rate Senior Notes due 2006 
7.875% Senior Notes due 2001, . . . . . . . . . . . . . . . . . . . . . . . . . . .  
7.75% Senior Notes due 2009 
5.7% Senior Notes due 2013 . . 
8.5% Senior Debentures due 2029. . . . . . . . . . . . . . . . . . . . . . . . .  
8.25% Scnior Dchcnturcs duc 2U30 . . . . . . . . . . . . . . . . . . . . . . . .  

QVC bank credit f a d t i c s  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other subsidiary deht . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . .  

. . . . . . . . . . . . . . . .  

Total attributed Interactive Croup . . . . . . .  
'lbtal cunsolidated Liberty . . . . . . . . . . . . .  

Total long-tcrm dcbt . . . . . . . . . . . . . . . . . . . . . . . .  . .  
Less current maturities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$ 869 
a n  
600 
551 

1,750 
158 

1,738 
-- 

-- 

- 
670 
234 
802 
500 
902 

3,225 
61 

6,400 
$1 1,138 

~ 

~ 

~ -- 

254 251 
234 231 
238 235 
119 117 

1,637 1,552 
158 37 

2,640 2,423 
~~ 

~~ 

- 121 
- 1,247 

667 666 
234 235 
800 800 
495 495 
895 895 

3,225 800 
67 67 

6.383 5,326 
_ _ ~  
~ _ _  
9,023 7,749 

$8,909 6,370 
(114) (1,379) 

~~ 

-- 
Senior Nc4e.s and Debentures 

Interest 1111 the Senior Notes and Scnior Debentures is payable semi-annually based on the date of 

The Senior Notes and Senior Debentures art! slated net of an aggregate unamortized discount of 

issuance. 

$17 million at each of December 31, 2lKl6 and 2005. Such discount is being amortized to interest 
cxpcnsc in the accompanying consolidated statcmcnts of operations. 

Senior Erchangwble uebentures 

Each $1,(K)0 debcnturc of Liberty's 4% Senior Exchangeable Debentures is exchangedble at the 
holder's option for the value of 11.4743 shares of Sprint common stock and ,5737 shares of Emharq 
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LIBERTY MEDIA CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
December 31, uw)6,2W5 and 2004 

Corporation (“Embarq”), which Sprint spun off to its shareholders in May 2006. Liberty may, at its 
election, pay the exchange value in cash, Sprint and Embarq common stock or a combination thereof. 
Liberty, at its option, may redeem the debentures, in whole or in part, for cash generally equal to the 
face amount of the debentures plus accrued interest. 

holder’s option for the  value of 8.3882 shares of Sprint common stock and ,4194 shares of Embarq 
common stuck. Liberty may. at its election, pay the exchange value in cash, Sprint and Embarq 
common stuck or a combination thereof. Liberty, at its option, may redeem the debentures, in whole or 
in part, for cash equal to the face amount of the debentures plus accrued interest. 

Each $1,W debenturc of Liberty’s 3.5% Senior Exchangeable Debentures (the “Motorola 
Exchangeables”) is exchangeable at the holder’s option for the value of 36.8189 shares of Motorola 
common stock and, prior to the cash distribution described below, 4.0654 shares of Freescale 
Semiconductor, Inc. (“Freescale”), which Motorola spun off to its shareholders in December 2004. 
Such exchange value is payable, at Liherty’s option, in cash, Motorola stock or a combination thereof. 
Liberty, at its option, may redeem the debentures, in whole or in part, for cash generally equal to the 
adjusted principal amount of the debentures plus accrued interest. As a result of the cash distribution 
described below, the adjusted principal amount of each $1,000 debenture is $837.38. Effective 
Decemher 1 ,  2006, a cnnsortium of private equity firms purchased all of the common stuck o f  
Freexalc, including the Freescale common stock owned by Liberty. Pursuant to thc terms of thc 
indenture covering the Motorola Exchangeables, Liberty announced that it would make a cash 
distribution of $162.62 per %1,ooO bond to holders of such bonds. Such distribution was made in 
January 2007. and I.iherty reduced its outstanding debt by $97.6 million. 

holdcr’s option for thc value of 9.2833 shares of Viacom Class B common stock and 9.2833 shares of 
CBS Corporation ( “ C B S )  Class B common stock, which Viacom spun off to its shareholders in 
December 200.5. Such exchange value is payable at Liberty’s option in cash, Viacom and CBS stuck or 
a combination theieof. Liberty, at it5 option, may redeem the dchentures, in whole or in part. for cash 
equal to the lace amount of the debentures plus accrued interest. 

Each $1,D(X) dehcnturc of Liberty’s 0.75% Senior Exchangeable Debentures is cxchangeahle at the 
holder’s option for the value of 57.4079 shares of Time Warner common stuck. Liberty may, at its 
election, pay the exchange value in cash, Time Warner common stock, shares of Liberty common stock 
or B combination thereof. On or after April 5, 2008, Liberty, at its option. may redeem the dcbcnturw, 
in whole or in part, for shares of Time Warner common stock, cash or any combination thereof equal 
to the face amount of the debentures plus accrued interest. On March 30, 2.0013, March 30, 2013 or 
March 30, 2018, each holder may causc Liberty to purchase its exchangeable debentures, and Liberty, 
at its election, may pay the purchase price in shares of ‘Time Warner common stock, cash, Liberty 
common stock, or any combination thcreof. 

Interest on the Company’s exchangeable debentures is payable semi-annually based on the date of 
issuance. At maturity. all of the Company’s exchangeahle debentures are payahle in cash. 

In  accordance with Statement 133, the call option feature of the exchangeahle debentures is 
reported at fair value and separately from the long-tcrm debt in thc consolidated balance sheet. The 
reported amount of the long-term debt portion of the exchangeable debentures is calculated as the 
difference between the face amount of thc dehenturcs and the fair value of the call option feature on 

Each $l,oOO debenture of Liberty’s 3.75% Senior Exchangeable Debentures is exchangeable at the 

Each Sl,0M debenturc nf 1 .iherty’s 3.25% Senior Exchangeable Debentures is exchangeahle at the 
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the date of issuance. The long-term debt is accreted lo its face amount Over thc expected term of the 
debenture using the effeclive interest method. Accordingly, at December 31, 2006, the difference 
between the principal amount and the carrying value of the long-term debt portion is the unamortized 
fair value of the call option feature that was recorded at the date of issuance of the respective 
debentures. Accretion related to the Company's cxchangcahle debcnturcs aggregated $95 million, 
SXQ million and $X3 million during the years ended December 31,2006, wO5 and 2004, respectively, 
and is included in interest expense in the accompanying consolidated statements of operations. 

QVC Rank Credit Focilitia 

Effective May 20, 2005, QVC entered into an unsecured $2 billion bank credit facility. In 
March 2006, such facility was refinanced with a new unsecured $3.5 billion bank credit facility, which 
was subsequently amended on October 4, wO6 (the "March 2006 Credit Agreement"). The March 2W6 
Credit Agreement is ciimpriscd of an $8M1 million U.S. dollar term loan that was drawn at closing, an 
$800 million US. dollar term loan that was drawn on September 18, 2006, a $600 million multi- 
currency term loan that was drawn in U S .  dollars on September 18, 2006, a $650 million U.S. dollar 
revolving loan and a $650 million multi-currency revolving Ican. The foregoing multi-currency loans can 
be made, at QVC's option, in US. dollars, Japanese yen, U.K. pound sterling or euros. All loans are 
due and payable vn  March 3, 20011, and accrue interest at a rate equal lo (i) LIBOR fur the interest 
period selected by QVC plus a margin that varies based on QVC's leverage ratio or (ii) the higher of 
the Federal Funds Rate plus 0.50% or the prime rate announced by JP Morgan Chase Bank, N.A. from 
time to time. The weighted average interest rate for all borrowings under the March 2006 Credit 
Agreement at December 31, 20006 was 6.11%. QVC is required to pay a commitment fee quarterly in 
arrears on the unused portion of the commitments. 

On October 4, 2W6, OVC entered into a new credit agreement (the "October 2W6 Credit 
Agreement"), which provides for an  additional unsecured $1.75 hillion credit facility, consisting of an 
$800 million initial term loan made on October 13. 2006 and $950 million of delayed draw term loans 
to he made from time to time upon the request of QVC. The delayed draw term loans are available 
until September 30, 2007 and are subject to reductions in the principal amount available starting on 
March 31, 2007. The loans hcar intercsl at a rate equal to (i) LIBOR for the interest periud selcctcd 
by QVC plus a margin that varies based on QVC's leverage ratio or (ii) the higher of the Federal 
Funds Rate plus 0.50% or the prime rate announced by Wachovia Bank, N.A. from time to time. The 
wcightcd avcrage interest rate for all horrowings under the October 2006 Crcdit Agreement at 
December 31, 2006 was 6.10%. QVC is rcquircd to pay a commitment fee quarterly in arrears on the 
unused portion of the commitments. The loans are scheduled to mature on October 4, 2011. 

covenants, which require among other things, the maintenance of certain financial ratios and include 
limitations on indebtedness, liens, encumbrances, dispositions, guarantees and dividends. OVC was in 
compliance with its debt covenants at December 31, 2006. QVC's ability to borrow the unused portion 
of its credit agreements is dependent on its continuing compliance with such covenants hoth before and 
after giving cffect to such additional borrowing. 

The March 2006 Credit Agreement and the October 2006 Credit Agreement contain restrictive 
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QVC lnlemf Rote Swap Arrangements 

During 2W6, OVC entered into scven separate interest rate swap arrangements with an aggregate 
notional amount of $1,W million to manage the cash flow risk associated with interest payments on its 
variable rate debt. The swap arrangements provide for QVC to make fixed payments at a rate of 
4.9575% and to receive variable payments at 3 month LIBOR. QVC also entered into three separate 
intcrcst ratc swap arrangrments with an aggregate notional amount of $800 million. These swap 
arrangemcnts providc for QVC to make fucd payments at a rate of 5.2928% and to receive variable 
payments at 3 month LIBOR. All of the swap arrangements expire in March 2011 contemporaneonsly 
with the maturity of the March 2006 Credit Agreement. Liberty accounts for the swap arrangements as 
cash flow hedges with the effective portions of changes in the fair value reflected in other 
comprehensive earnings in the accompanying consolidated balance sheet. 

(kber Subsidiary Debt 

Other subsidiary debt at December 31, 2006 is comprised of capitalized satellite transponder lease 
obligations and Starz Media bank debt. 

Five Year Maturilies 

The U.S. dollar equivalent of the annual principal maturities of Liberty's debt for each of the next 
five ycars is as follows (amounts in millions): 

2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 114 
2008 . . . . . . . . . . . . . . . .  

201 I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $3,240 

Fair Value of Dcht 

LiberQ estimates the fair value of its debt bascd on the quatcd market priccs for the same or 
similar issues or on the current ratc offered lo Liberty for debt of the SAmC remaining maturities. The 
fair value vf Libcrty's publicly traded dcht is as follows: 

Lhermber 31, 
7.006 2M5 

(amaunts in 
millions) 

_ _ _  

Fixed rate senior notes. . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,678 1,838 
Seninr dehenturcs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,422 1,347 
Senior cxchangeablc debenturcs, including dl option obligation. . . . . . . . . . . . . . . . .  $4,361 3,858 

Liberty believes that the carrying amount of its subsidialy debt. which is primarily variable rate 
debt, approximated fair value at December 31, 2006. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
December 31,2W6,20U5 and 2004 

(IO) Income Taxes 

Income tax hcncfit (expense) consists of. 

Current: 
Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
State and local . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Foreign . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred: 
Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
State and local . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Fnreign . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Income tax benefit (expense) 

. . . . . . . . . . . . . . . . .  $(513) (IMI) (178) 

. . . . . . . . . . . . . . . . .  (92) (75) (61) 

. . . . . . . . . . . . . . . . .  (112) e) (114) 
(717) (263) (353) ~ - -  

. . . . . . . . . . . . . . . . .  362 219 123 

. . . . . . . . . . . . . . . . .  W 172 63 

465 389 194 

rS(Z52) 126 (159) 

. . . . . . . . . . . . . . . . .  4 ( 2 )  2 _ _ _  
~ .- __ 
= F =  

Income tax benefit (expense) dificrs from thc amounts cornputcd by applying thc US. federal 
income tax ratc of 35% as a result of the following: 

Yes- ended 

.... .. .. _ _ -  
(amounts in millions) 

Computed expected tax benefit (expmx)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  P(336) 59 (92) 
Change in estimatcd foreign and state tax rates . . . . . . . . . . . . . . . . . . . . . . . . .  130 147 2 
State and local income taxes, net of federal income taxes . . . . . . . . . . . . . . . . . .  (34) 7 (4) 
Foreign liixes, nct of  foreign Lax credits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (20) (31) (47) 
Change in valuation allowancc affecting tax cxpcnse . . . . . . . . . . . . . . . . . .  76 (40) (3) 
Impairment of goodwill not deductible for tax purposcs. . , 
Disposition of nondeducrihle goodwill in sales transaction . . . . . . . . . . . . . .  (43) - - 
Minority mterest 
Dividends received deduction. . . . . . . . . . . . . . . . . . . . . . . . . .  12 12 - 
Disqualifying disposition of incentivc stock options not deductible for book 

purposes - . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  14 - 

. $(252) 126 (159) 

- (39) - 

(10) (10) (6) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . .  

Othcr. net . . .  . . . . . . . . . . .  . . . . . . . . . . . . . . . . . .  (2) (18) (9) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  = = =  Income tax henefit (cxpense) 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
December 31,2006,2005 and 2004 

The tax effects of temporary differences that give rise to significant portions of the deferred 
income tax assets and deferred income tax liabilities are presented below: 

December 31, 
2006 lM5 _ _ _  

Deferred tax assets: 
Net operating and capital loss canyfowdrds . . . . . . . . . . . . . . . . . . . . . .  

Other future deductible amounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred tax assets . . . . .  
Valuation allowance . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net deferred tax assets 

Accrued stock compensation , . . . . .  . . . . . . . . . .  

Deferred tax liabilities: 
Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Intangible assets. . .  
Discount on excliangeable debentures . .  
Other . .  . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . .  . . . . . . . . . .  . . . . . . . .  
. . .  

Deferred tax liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net dcfcrrcd tax liabilities 

(amounts in 
million.) 

$ 470 513 
79 SK) 

485 3w 
1,034 1,002 

941 847 

~ - ~~~ 

_ _ _  (93) (155) 

6,885 6,048 
2,362 2,523 

981 1,006 
369 89 ~- 

_ _ _  10,597 9,666 

$9,656 8,819 
= -  

The Company's deferred tax assets and liabilities are reported in the accompanying consolidated 
Iialancc sheel? as follows: 

December 31, 
m zw5 

lamauuls in 
millions) 

_ _ _  

Currcnt deferred tax asset . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (128) (46) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  169 Current deferred tax liabilities - 

Long-term deferred tax liabilities 
Net deferrcd tax liabilities 

. . . . . . . . . .  . . . . .  9,7X4 8,696 
. . . . . . . . . . . . . . . . . . . . . . .  . . $9,656 8,819 

-- 
~ _ _  ~- 

lhc Company's valuation allowance decreased $76 million in 20N related io the recognition of a 
tax benefit and increased $14 million due to acquisitions. 

purposes aggregating approximately $893 million which, if  not utilized to reduce taxable income in 
future periods, will expire as follows: 2009. 3351 million; 2011: $169 million and beyond 2011: 
$373 million. Of the foregoing net operating and capital loss carryforward amount, approximately 
$288 million is subject to certain limitations and may not be currently utilized. The remaining 
6iXS million is currently available to he utilized to offset future taxable income of Liberty's 
consolidated tbx group. 

At Dccember 31, 2006. Liberty had net operating and capital loss carryforwards for income tax 
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Since the date Liberty issued its exchangeable debentures, it has claimed interest deductions on 
such exchangeahle debentures for federal income tax purposes based on the “comparable yield” at 
which i t  could have issued a fixed-rate debenture with similar terms and conditions. In  all instances, 
this palicy has resulted in Liberty claiming interest deductions significantly in excess of the cash interest 
currently paid on its exchangeable debentures. In this regard, Liberty has deducted $2,218 million in 
cumulative interest expense associated with the exchangeable debenlures since the Company’s 2001 split 
off from AT&T Corp. (“AT&T’). Of that amount, $629 million represents cash interest payments. 
Interest deducted in prior years on its exchangeable debentures has contributed to net operating losses 
(“NOW) that may he carried to offset taxable income in 2006 and later years. These NOLF and 
current interest deductions on its cxchangeahle dcbentures are being used to offset taxable income 
currently being generated. 

deductibility of intcrcst cxpense claimed on exchangeable debentures issued hy other companies. Thlhe 
1AMs conclude that such interest expense must be capitalized as basis to the shares referenced in the 
exchangeable debentures. If the 1RS were lo similarly challenge Liberty’s tax treatment of these interest 
deductions, and ultimately win such challenge, there would be no impact to Liberty’s reported total tax 
rxpcnsc as the resulting increase in current tax expense would be offset by a dccrea3e in its deferred 
tax expense. However, Liberty would he required to make current federal income tax payments and 
may hc rcquircd to make interest payments to the IRS. These payments could prove to be significant. 

(11) Stockholders’ Equity 

The IRS has issued Technical Advice Memorandums (”TAMS”) challenging the current 

Preferred Stock 

Liberty's prefcrrcd stock is issuable, from time to time, with such designations, preferences and 
relative participating, optional or other rights, qualifications, limitations or restrictions thereof, as shall 
he stated and expressed in a resolution or resolutions providing for the issue of such preferred stock 
adopted by Liberty’s Board of Directors. As of December 31, 2006, no shares of preferred stock were 
issued. 

Common Stock 

Liberty’s Capital Series A common stock and Interactive Series A common stock each has one 
vote per share, and its Capital Scries B common stock and Interactive Series B common stock each has 
ten votes per share. Each share of the Series B common stock is exchangeable at the option of the 
holder for one share of Series A common stock of the same group. 

As of Deccmber 31, 2006, therc were 2.3 million and 1.5 million shares of Liberty Capital Series A 
common stock and Scrics A common stock, respectively, resewed for issuance under exercise privileges 
of outstanding stock options. 

As of December 31, 2W6, there were 21.5 million and 7.5 million shares of Liberty Interactive 
Series A common stock and Series B common stock, respectively, reserved for issuance under exercise 
privileges of outstanding stock options. 

In addition to the Liberty Capital Series A and Series B cummun stock and the Liberty Interactwe 
Series A and Series B common stock, there are 300 million and 1,500 million shares of Liberty Capital 
Series C and Liberty Interactive Series C common stock, respectively, authorized for issuance. As of 
Drccmhcr 31, 2(Kffi, no  shares of either Series C common stock were issued or outstanding. 
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Prior to the Rcstructuring, the Company rctired thc 1O,ooO,ooO shares of Liberty Series B common 
stock held in treasury and returned them to the status of authorized and available for issuance. 

Purchases of Common Stock 

During the period from May 10. 21M to December 31. 2006. the Company repurchased 
51.6 million shares of Libcrty lntcractive Series A common stock in the open market for aggregate cash 
consideration of $954 million. Such shares were repurchased pursuant to a previously announced share 
repurchase program and have been rctired and returned to the status of authorized and available for 
issuance. 

During the period from May IO, 2006 to December 31 2006, the Company sold put options on 
Liberty Capital Series A common stock and Liberty Interactive Series A common stock for aggregate 
cash p rmeds  of approximately $7 million. All such put options expired out of the money prior to 
December 31, 2006. The Cnmpany accounted for these put options pursuant to Statement of Financial 
Accounting Standards No. 150, ‘Xccounting for Ceriain Financial Instruments with Chamctcrisrics of Both 
Liabilities and Equity.” Accordingly, the put options were recorded in derivative instrument liabilities at 
fair value and changes in the fau value are included in realized and unrealized gains (losses) on 
financial instrumen- 111 the accompanying consolidated statcmcnt of uperatinns. 

During wO5. liberty sold put options with respect to shares nC its Series A common stock for net 
cash proaeeds of $2 million. All such puts expired out of the money in 2006. 

During thc ycar cnded December 31, 2004, the Company acquired approximately 96.0 million 
*hares of its Series B common stock from the estate and family of the late founder of Liberty’s former 
parent in exchange for approximately 105.4 million shares of Liberty Series A common stock. 

On July 28. 2004, Liberty completed a transaction with Comcast pursuant to which Liberty 
repurchased 120.3 million shares of its Series A common stock (valued at $1,017 million) held by 
Comcast in exchange for 100% of the stuck of Encore ICCP; Inc. (“Encore ICCP”), a wholly owned 
subsidiary of Liberty. At the time of the exchange, Encore ICCP held Liberty’s 10% ownership interest 
in E! Entertainment Television, Liberty‘s 100% ownership interest in International Channel Networks, 
all o f  Iihcrly’s rights, hcncfits and trhlipatirms under a TCI Music contribution agreement, and 
$547 million in cash. The transaction also rcsolved all litigation pending between Comcast and Liberty 
regarding the T C I  Music contribution agrccmcnt, to which Comcast succecded as part of its acquisition 
uf AT&T Broadhand in Novcmhcr of 2002. In connection with this transaction, Liberry recognized a 
prc-tax gain on disposition of ascts of $387 million. 

During 2W. Liberty entered into zero-strike call spreads (“Z-call”) with respect to six million 
shares of its Series A common stuck. Liherry net cash scttlcd all of its Z-calls during the first quarter of 
20015 for net cash proceeds of $63 million, which primarily represented the return of collatcral posted 
by Liberty in 2004. Liberty accounts for the Z-Calls pursuant to Statement No. 150. Changes in the fair 
value of the Z-Calls are included in realized and unrealized gains (losses) on derivative instruments in 
the accompanying consolidated statement of operations. 
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(12) ’Itansactinus with Micers and Directors 

Chairman’s Employment Agreement 

Thr Chairman’s employment agreement provides for, among other things, deferral of a portion 
(not in excess of 40%) of the monthly compensation payable to him for all cmploymcnt years 
commencing on or after January I ,  1YB. The deferred mounts  will be payable in monthly installments 
over a 20-year period commencing on the termination of the Chairman’s employment, together with 
interest thereon at the rate of 8% per annum compounded annually from the date of deferral to the 
date of payment. The aggregatc liability under this arrangement at December 31, 2Wh is $2.0 million, 
and is included in other liabilities in the accompanying consolidated balance sheet. 

‘lhe Chairman’s employment agreement also provides that in the event of termination of his 
employment with Liherty, he will be entitled to receive 240 consecutive monthly payments equal to 
$1S,ooO increased at the rate of 12% per annum compounded annually from January 1, 1988 to the 
date payment commences ($115,350 per month as of December 31, 2006). Such payments would 
commence on the first day oi the month succeeding the termination of employment. In the event of the 
Chairman’s death, his beneficiaries would be entitled to receive the foregoing monthly payments. The 
aggregate liability under this arrangement at December 31, 2006 is $27.7 million, and is included in 
uthrr liabilities in the accompanying cvnsolidated balance sheet. 

The Company’s Chairman deferred a portion of his monthly compensation under his previous 
cmploymcnt agreement with Tele-Communications, Inc. (“TCI”). The Company assumed the ohligation 
to pay that deferred compensation in connection with the TCIIAT&T Merger in 1999. The deferred 
obligation (together with interest at the rate of 13% per annum compounded annually), which 
aggregated $15.7 million at December 31, 2006 and is included in other liabilities in the accompanying 
consolidated balance sheets, is payable on a monthly basis, following the Occurrence of specified events, 
undtr the terms of the previous employment agreement. The rate at which interest accmes on the 
defcrrcd obligation was established in 1983 pursuant tn the previous employment agreement. 

Other 

In Scptemhcr 2000, crrtain officers of Liberty purchased a 6% common stock intercst io a 
suhsidiary for $1.3 million. Such subsidiary owned an indirect interest in an cntity that held certain of 
Liberty’s investments in satellite and technology related asscts. Liberty and the officers entered into a 
shareholders agreement in which the officers could require Liberty to purchase, after five years, all or 
part of their commnn stock interest in exchange for Liberty Series A stock a t  the then fair market 
value. In addition, Liberty had the right tu purchase, in exchange for Liberty Series A cr>mmon stock, 
the common stock interests held by the officers at fair market value at any time. During 7.001, two of 
the oificers resigned their positions with the Company, and the Company purchased their respective 
interests in the subsidiary for the original purchase price plus 6% interest. In December 2005, Liberty 
rcdcemed all of the remaining shares of common stock of the subsidiaty from the officers for aggregate 
cash proceeds of $80. 

(13) Stock Options and Stock Appreciation Rights 

Libmy-Incentive Plana 

Pursuant to the Liberty Media Corporation 2000 Incentive Plan, as amended from time to time 
(the “Liberty Inccntive Plan”), tbc Company has granted to certain of its employees stuck options, 
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